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- Export-import Bank’s

Financial Disclosure System
For Employees And lIts
Procurement Practices

Standards of ethical ccr.duet for Govarnment
officials are prescribed Ly Executive order of
the Presidert. In line with this, the Export-
Import Bank established a financial disclosure
system to monitor the tinancial interests of
some employees, Although the system pro-
vides for full disclosure, the system could be
improved.

GAO recommends followup action to moni:
tor the effectiveness of the system and estab-
lishment of procedures for prompt coliection
of all required statements and for timely
review and approval of statements submitted.
GAQ found that Eximbank’'s procureriznt
practices were a .equate to protect the
interests of the Government,
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COMPTROLLER GENERAL OF THE UNITED STATES
e - WASHINGTON, 0.G. 20340
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Tne tionoraple John E. Moss
House of Representatives

Dear Mr. Moss:

In response to your request of October 9, 1975, we
~revieweda the disclosure system for financial interests and
procurement oractices of the Export-Import Bank of the
Unitad States (Eximoank), a wholly owned Government

we made our review a. Eximbank's cffice in Wasnington,
D.C., where we cxamined financial disciosure statements
filed for fiscal year 1975 to determine whether persons re-
quired to file had aone so, and financial interests of a
selected sample ot employees. we determined whether these
employees had filed as reguirea in previous years and re-
viewed their vosition descriptions. we also reviewed finan-~
cial interests held in previous jyears for employees whose
1975 holdings appeared to conflict with their activities
and the responsibilities of several employees not required
to file financial disclosure statements to determine whether
they snhould be filino statements. The confidentiality of
the employees who filed statements was maintained at all
times.

we dif not review the financial disclosure statements
of tne five Presidentially anpointed bank directors. &xecu-
tive Urder 11222 requires their statements to be filed
dirertly with the Civil Service Commission. As part of other
ongoing assignments, we are reviewing Civil Service Commis-
sion implementation of the cxecutive order, and the financial
disclosure system for high ranking Federal officia’.s, includ-
ing tne Eximvank girectors, an¢ “will be reporting separately
to the Congress on th:e results of those reviews.

Altnhough E<impank's regulations generally conform with
Civil Service ¢ .umission financial disclosure guidelines, its
syscem for reviswing the statements has not always prevented
appearances of cortlict of interest.



B-185101

Our tests disclosed 29 instances in which 7 employees
‘were involved in transactions which directly or indirectly
benefited firms in which they held financial interests. Re-
cent act/.ns by Eximbank should strengthen the disclosure
system; however, we believe Eximban’ needs to monitor the
effectiveness of the system by reviewing--on a test basis--
the activities of employees who hold interests in firms with
which Eximbank is directly or indirectly involved. The col-
lection and review of financial disclosure statements also
needs to be improved; 23 of 149 statements required tc be
filed in June 1975 were filed 6 to 7 months late, were in-
accurately dated, or were not filed at all. In addition,
Eximbank did not review the June 1975 stz :ments until
September 1875. - :

We examined procursment actions for fiscal years 19373~

" 75 and discussed procurement with agency officials to deter-

mine the alequacy of procedures and practices. Procurement
actions gelerally complied with informal acc.cy requirements
and with Federal Procurement Regulations.

~ Details of our review and our conclusions and recommen-
dations for necessary corrective action are included in ap-
pendix I.

As requested by your staff, Eximbank was not given
an opportunity to formally comment on this report; however,
we discussed our findings with agency officials during the
review and they agreed to act on the matters discussed Ln
the report.

As you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal agency to
submit a written statement on actions taken on our recommen-
dations to the House and Senat: Committees on Government
Operatione not later than 60 days after the date of the
report and to the House and Senate Comwittees on Appropria-
tions with the agency's first request for appropriations
made more than 60 days after the date of the report. We
will be in touch with your office in the near future to
arrange for release of the report so that the regquirements
of section 236 can be set in motion.

S Y yourw ig - :
i < .

Comptroller General
of the United States
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APPZNDIX 1 | - APPENDIX I

EXIMBANK FINANCIAL DISCLOSURE SYSTEM POR EMPLOYEES

AND ITS PROCUREMENT PRACTICES

BACF.GROUND

Eximbank was created in 1934, and was made a wholly owned
U.8. Government corporation by the Export-Import Bank Act of
1945 (12 U.S.C. 635 et 23%5 (1970), as amended). 1Its princi-
pal activities have been aid in financ‘ng and to facilitate
exports from the United States to foreign countries.

Eximbank makes direct loans to foreign buyers, usually in
conjunction with Joans made by others, to finance the export
of U.S. goods and services s8old on credit terms. Under its
 Giscuunt loan program, Eximbank makes loans to domestic com=-
mercial banks that hold export éebt ubligacions. It also-
guarantees the repaymeat of export ioans made by others and
insures amounts owed by foreign buyers to U.S. exporters. In
additior,, Eximbank arranges for financial institutions abroad,
called cooperative financing facilities, tc extend loans at
their own risk for purchases of U.S. exports. Eximbank, in
turs, lends the institution half the funds and, for cases
where the institution borrows the other halfZ, may guarantee
repayment to the other lender.

At June 30, 1975, Eximbank had $9.4 billion in out-
scanding loans, $7.0 billion in undisbursed loans, outstand-
ing guarantees of $5.3 billion, and insurance of $3.5 billion.
puring tbat fiscal year it processed about 6,000 loan, guaran-
tee, and insurance transactions.

Eximbank receives no appropriated funds but is autho.o-
ized to borrow directly from the U.S. Treasury and to have
outstanding at any one time up ic $€ billion of such borrow-
ings. At June 30, 1975, Eximtank notes payable to the U.S.
Treasury totaled $207.1 million.

Eximbank's activities lead to continuous direct and in-
direct involvement with many private firms; therefore, it is
imperative that its employees maintain the highest level of
standarde of ethizel condv-t in performing their duties.

FINANCIAL DISCLOfURE REQUIREMENTS
Y PROAILITIO

Executive Order 11222, dated May 8, 1965, r-escribed
standards of ethical conduct for Government officers and em-
ployees and directed the Livil Service Commission (CSC) to

- 1



APPENDIX 1 ' APPENDIX I

establish implementing regulations. In November 1965, C8C
issued instructions requiring each agency to prepare empleyee
conduct standards and t) establish a review system for em-
ployee financial disclosure statements. Standards of conduct

regulations established by each agency must be approved by
cscC.

Eximbank originally published standards of conduct regu-
lations in February 1966 and revised them in 1967, Eximbank's
current regulations were approved by CSC on July 30, 1973, and
became effective on August 9, 1973. These regulations include
a financial disclosure system for employees and established an
Ethice Committee consisting of the First Vice President as
Chairman, the General Counsel, Deputy Counsel, and Vice Presi-
dent for Administiction. '

The Ethics Committee's responsibilities for financial
_ disclosure include (1) assuring that no person is appointed

whose direct or indirect financial interests conflict or-ap--—

pear to conflict substantially with that person's duties at -
Eximbank, (2) consulting with the Chairmar of the Committee

on review of financial interest statements, (3) consulting
with officials on employee requests for exemptions from the
requirement to disqualify themselves on matters involving com=
panies in which they have an interest, and (4) reviewing re-
quests for exempiions from the requirement to file a financial
disclosure statement. The Committee also has related duties
involving gifts and gratuities, outside employment, and re-
sponse to inquiries on sensitive matters.

The Chairman of the Ethics Committee was designated as
Counselor and the General Counsel as Deputy Counselor on
Ethics. The Deputy Counselor is responsible for provading
authoritative advice and guidance to employees on standards
of conduct.

Statements of financial disclosure for positions requir-
ing them must be filed within 30 days of appointment to the
positions. Supplementary statements are required annually on
June 30, regardless of whether changes have occurred since the
last reporting. In addition, because of Eximbank's continuous
dealings with the private sector, beginning in July 1975 all
GS-11s and above must report any security transacticns within
10 business days to the Deputy General Counsel who, in consul-
tation with other Committee members, reviews them and informs
the Counsalor of any unresolved conflicts., This reguirement
was approved by the Civil Service Commission on June 11, 1975,
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The Counselor reviews all financial disclosure state-
ments in consultation with the members of the Ethics Commit-
tee as he deems approprl ‘e, He is responsible for resolving
conflicts or apparent conflicts of interest and, if he is un-
able to do so, for reporting the matter to the President of
Eximbank. The DPresident then takes appropriate remedial ac-
tion to end the conflict or apparent conflict, including
change of assigned duties, divestment Jy the employee of the
conflicting interest, disqualification for a particular as-
signment, or disciplinary action.

Prohibitions affecting Eximbank employee financial
holdings arz included in the Export-Import Bank Act of 1945,
as auended, and in Eximbank regulations. The Act as amended
(12 U.8.C. 635a (e)) stutes: ,

"No director, officer, attorney, agent, or employee

__of the bank shall in any manner, directly or indirectly,
participate in the deliberation upon or the determina-
tion of any guestion affecting his personal interests,
or the interests of any corporation, partnership or
association in which he is directly or indirectly
personally interested."

Eximbank regulations (12 CFR 400.735) prohibit an em-
ployee from

--participating in any Bank matter in which, to his
knowledge, he, his spouse, his ~inor chi'l, his part-
ner, or any organization in which he is amployed or
negotiating to be employed has a financial interest;

--having a direct or indirect financial inter2st that
conflicts substan:'ally, or appears to conflict sub-
stantially, with his duties or responsibilities at the
Baak; or

--engaging, directl. or indirectly, in financial trans-
actions or furtheiring his personal interests, as a
result of, or primurily relying upon, information ob-
tained through his employment at Eximbank.

FINANCIAL INTERESTS OF °EVEN

EMPLOYEES APPEAR TO CO: LICT
WITH DUT1ES PERFORMED

On June 30, 1975, 149 employees were reguired to file
financial djisclosure statements listing creditors, interests
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in real property, and business entities in which they had in-
terests. In accordance with CSC guidance, the amounts of the
interest or indebtedness or the value of real property is not
required to be listed.

We examined the statements of a sample of 63 emplcyees,
28 of whom had holdings in 102 companies with "a.lich Eximbank
is involved. The companies were primarily U.S. firms whose
exports Eximbank facilitates. We reviewed 196 files of fiscal
year 1975 transactions witii firms reported on financial inter-
est statements and made additional tests of 120 files of prior
years' transactions with firms reported on statements for em-
ployees whose actions created the appearance of conflict
of interest.

We found appearance of conflict of interest in 29 cases
involving 7 employees. The cases involved 10 direct loans
totaling $39 million, 19 cooperative financing faciliiy loans
totaling $5 million, and 10 guarantees related to the loans
totaling $4.6 million. Employee actions which created the
appearance of conflict of interest include the following.

--An international economist made the economic analysis
of the importing country and signed a memorandum to
the Board of Directors recommending approval of a
dirent loan of $15.7 million to a wholly owned sub-
sidiary of a U.S. firm in which he had a financial
interest. When we brought this matter to the atten-
tion of tre General Counscl, he discussed it with the
employee, who scid it was an oversight waich had oc-
curred in 1974 and that he is aware of tane need to
disqualify himself on such cases.

--A Deputy Vice President concrrred in the financial
evaluation made of a borrower in connection with a
loan request of $1.1 million to finance export sales
of a U.S. supplier in which the employee held an in-
terest. This employee is now r.*ired.

--A high-level official signed letters informing four
foreign borcowers of the Board of Director's approval
of direct loans and requesting acceptance of ternu.
Three of these loans, totaling $10.2 million with §2.1
million in a related guarantee, facilitated exports of
U.S. suppliers in which the employee had interests.
The “ourts loan for $7.3 million was made directly
to a wholly owned subsidiary of a company owned 83 per-
cent by the U.S. supplier in which the employee had
an interest. The employee's interest in these cases
consisted of holdings in an unsettled estate which the

4
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emplcyee enpected to inherit. The Ethics Committee
nevor questioned this matter and the estate has since
been settle? and the employee has dispecsed of the
holdings.

--A Deputy Vice President signed eight export loan agiee-
ments which indirectly facilitated the financing of
export salec of U.S. suppliers in which he had finan-
cial interests. These agreements provided loans Lo co-
operative financing facilities for specific Loans made
in turn by the facilities to foreign bhuyers for pur-
chzses from a specified U.S. supplier. The loans to-
taled $2.4 million, and four of the agrezients provided
related guarantees totaling $968,700. 1In two of these
cases, the U.S. supplier in which che employee had
holdings owned 44 percent interest in the foreign
buyer receiving the loan from the cooperative financing

 facility. The employee's holdinys were guestioned
by the Ethics Cuommittee as a result of a supervisor's
inquiry in connection with a possible promotion. The
employee disposed of the interest in these companies in
late 1975,

-=A Vice President signed as concurring in memos to the
Board of Directors recommending approval of two loans
which facilitated exports of a U S. supplier in which
the employee held a financial interuct. These loans
totaled $2.3 million, with one related guarantee of
$1.1 million. This employee also signed two cooperative
financing facility loan agreements totaling $1 million
which also indirectly facilitated exports of this sup-
plier. The Ethics Committee had not qguestioned this
employee's holdings. Th2 employee has resigned from
Eximbank for percsonal reasons not related to any finan-
cial interests.

~-A loan officer signed memos to the loan committee rcc-
ommending preliminary or final approval on four coop2r-
tive financing facility loans and one related guarantee
totalinc $r28,000. The loans facilitated exports of
U.S. suppliers in which the employee had interests.
This employee's holdings were guestioned by the
Ethics Committee as a result of a supervisor's inquiry
in connection with a possible pronotion. The employee
disposed of these holdings in early 1976.

--A financial analyst signed a cooperative financing facil-
ity agreement for 356,000 which indirectly facilitated
exports of a U.S. supplier in which he had an interest.

5
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NEED TO S RENGTHEN FINANCIAL
DISCLOSURE SYSTEM

Eximyank regulations generally conform to CSC's financial
disclosur: guidelines and the formal system implementing the
requlations calls for complete and prompt disclosure of all
financial interests. ['owever, in view of the results of our
review, vhich discloseC several appearances of conflict of
interest, we believe that Eximbank needs to improve the ef-
factiveness of its financial disclosure system. Our thoughts
in this regard are discussed in the following sections.

Followup on review of financial
disclosure statements

Because of the numerour firms with which Eximbank deals
or whose exports it does or may aid, Eximbank officials have
not prohibited empioyees from holding financial interests in
such firms., The Ethics Commit*ee reviews financial interests
reported according to its general knowledge of bank dealings
with various firms and duties of the individual employees.

As a renult of statement review in 1975, the Committee
talked witi. several individuals who had holdings in firms
with which Eximbank is directly or indirectly iavolved tn
emphasize the need for disqualification. These discussions
were generally not documented. To try to avoid assignment of
cases to employees for whom conflict of interest might arise,
beginning in 1975 members of the Committee meet with super-
visors to advise ther on specific individuals. Eximbank's
President has issued two memos within the last yesar to all
employees reminding them of the need to disgualify themselves
whan assigned to cases involving firms in which chey have an
interest. All employees are reguired annually %o read
standard of conduct regulations.

Ethics Committee members stated tha: they do not police
t.ie system but rely on the employees to disqualify themselves
from werk on cases involving firms in which they hLhave an in-
terest. We werc informed that the Committee's review of
holdings based on gcneral knowledge of companies with which
Eximbank deals identifies most persons having such holdings.
As noted above. our review indicated that this system of con-
trol has not always prevented appearances of conflict of in-
terest in the past. We believe an effort is needed to mon. tor
on a test basis the system's effeci!veness and to aetect real
or apparent conflicts of interest.
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In the instancas where we found appearanc:s of conflicts
nf interest, the General Counsel agreed th.t, except for the
cooperative financirg facilities cases, the eiploy:es shovld
have dicqualified themselves from tha cases, ... stated c(hat
he d4'4 not believe the cocperative financing facilities cases
present even the appearance of a conflict because the credit
judgments in the finan:ing facilities program are made by the
Bocard of Directors or the Loan Committee when they approve
a line of credit for the facilities. Thereafter, in the cases
vwe noted, the staff performs ministerirl acts to be sa:isfied
tiat inaivicual transactions meet the program's critzria and
the employee is further removed {:=um the decisionmaking proc-
ess for cooperative financing facility loans than in the di-
re-t loan program.

We agree that there is less discretion on these indivi-
d1al transactions since Eximbank looks for repayment to the
cooperative finencing facility whose line of credit has pre-
vioualy been approved. However, requests for funds from
the facility are reviewed and judgments made on whether the
aubloan to the foreign borrower meets program criteria, such
as length and rate of loan, appropriateness of Eximbank aup-
port for the product. and experienc: with the bcrrower. Exim=-
bank has concluded that to avoid aay guestion, it will in-
struct employees to disgualify themselves from acting in any
cooperative financing fe~ility case in which they have any
financi. 1 interest, such as stock owncrship in the American
supplier.

The Guneral Counsel noted the usefulness of our tests and
gtated that, to monitor the financial disclesure syscem in the
future, Eximbank will spot check individual ‘s noldings against
their case 2:signments to see if there is any possible con-
Elict ot interest.

Proceiures for collectin
gigancfaI disclosure statements

Eximhank regulations require the submisgsion of financial
direlosure statement3 from:

--Employres paid at the Executive Schedaule except those
regquired to subrit their statements to CSC by Execu-
tive Order 1ll13:22.

-<~Employees at GS-13 and above whose duties require them

to make decisions which have an economic impact on
non-Federal enterprise or for whoss pesitions Eximbank

7
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has determined such statements must be filed to avoid
possible conflicts of intevest situations.

--Employees below GS~13, when justified in writing to
CSC, whose duties meet the above criteria.

Eximbank officials told us that, in practice, prior to
June 197€, all GS-13s and above and selected GS-1lls and G5-12s
were required to file financial disclosure =tatcments. Begin-
ning in June 1976, all GS-1lls ané GS-12s will be required to
file statements. CSC approved this reguirement on June 11,
1975. Employees below GS-11 level are not required to file
statements due either to the nature of their work or the lev-
els of review of their work.

On June 30, 1975, 149 employees were reguired to file
statements., However, 10 employees filed from 184 to 226 days
late; 11 employees did not file at all; and 2 statements filed
as 1975 statements were dated June 1974, apparently a clerical
error. Thus, 15 percent of those regquired to file statements
on June 30 did not do so in a timely, accurace, and complete
manner.

Despite requlations requiring €iling within 30 days,
persons hired or promoted into covered positions had not
been required to file statements until yearend. Consequently,
four of the five employees in our sample who entered on duty
at Eximbank as GS-13s or above after June 30, 1973, had nct
filed within 30 days. Their statements were submitted as much
as 279 days late and averaged 169 days late.

The lack of an effective procedure to insure timely submis-
gsion of statements could result in evwployees holding conflict-
ing interests without the knowledge of Eximbank officials. We
were informed that missed and late annual statements were the
result of oversights and that in the future this situation will
be avoided by use of a checkoff list and timzly followup action.
Also, the personnel office will notify persons promoted to or
enterirg on duty into covered positions of the reguirement to
file within 30 days and will provide information to the Gen-
eral Counsel's office for foliov :p.

More timely treview of
disclosure statements

Eximbank's regulations Jo not specify when financial dis-
closure statements must be reviewed. CSC guidance suggests
that all annual update reviews be completed by August 3} and
questions resolved by September 30. lack of timely review
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could result in emploioel holding interests without the know-
ledge of Eximbank officials. '

The review of statements submitted on time was not car-
ried out promptly. Even though most statements reguired on
June 30, 1975, were submitted by the end of July, we were in-
formed that the reviews were not begun until September. An
ethics memorandum, which resulted from the 1975 review and
vhich reminded employees to disqualify themselves on cases
in which they have interests, was not { ‘sued until November 7,
1975,

Statements of .ine new employees, filed after August 1975
(principally in November and December), showed no evidence of
review at the time of our examination in April 1976.

CSC guidance also suggests that approval of statements
be shown affirmatively by initialing a symbol of approval and
the date of approval., We found that 16 stztements filed for
1975 had not been initialed by the reviewer and no statements
evidenced date of review.

We were informed by the General Counsel that in the
future, statements will be reviewed when submitted and that
all stataments will be initialed by the reviewer. The 1976
annual review was completed in August.

PROCUREMENT PRACTICES

Enabling legislation (12 U.S.C. 635(a)’1)(2)) provides
that the Export-Import Bank, as a corporation, is authorized
and empowered:

“to do a general banking business;

"to perform any act * * * authorized in participation
with any other person, including any individual. part-
nership, corporation, or association;

*to publish or arrange for the publication of any doc-

uments, reports, contracts, or other material necessary
* h & 0

Th: President of the Bank is reguired to transmit annually to
th: Congress a budget for program activities and for adminis-
trative expenses.

Because of its mission, Eximbank's procurement activities
are limited to items of administrative support and services,
During fiscal years 1973-75, these items totaled $1,532,495,

9
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$1,488,701, and $1,762,586, respectively, and included rental
of office space and equipment, printing and reproduction,
office supplies, purchase of fixed assets, and personal
services,

The Bank has no formalized procurement policies bnut
uses the Federal Procurement Regulations as guidance in pro-
curement actions. 1Its procurement procedures call for each
division or office to designate a person responsible for
requisitioning needed supplies. Requisitions for supplies of
$50 or less are approved by the Chief of the Office Services
Section. All other reguisitions reguire the approval of the
Vice President for Administration or his assistant. All pro-
curements, to the extent ponssible, are made from the General
Services Administration schedules. Informal comparative
shopping is used for items not on these schedules and pur-
chases must be appioved bv the assistant to the Vice Presi-
dent for Administration.

We reviewed selected procurement actions for fiscal years
1973-75 and founrd that they generally complied with required
procedures.

CONCLUS {ONS

Eximbank's primary function is to aid in financing and
facilitating exports of U.S. goods and services. This func-
tion requires extensive contact with private industry. There-
fore, Eximbank must insure through its financial disclosure
system that its employees maintain the highest ethical stand-
ards. Eximbank's system of financial disclosure calls for
the complete and prompt disclosure of 211 financial interests
by those employees who could have conflicts of .nterest;
however, certain improvements should be made to enhance the
effectiveness of the system.

We found that the current system--Ethics Committee

review of financial disclosure statements based on general
., knowledge of companies that Eximbank deals with and of the

employee's duties, and reliance on employees to disqualify
themselves from cases involving companies in which they
nave interests--has not prevented appearances of conflict of
interest. Our tests identified seven persons who had been
connected with cases involving companies in which they held
financial interests. Eximktank, by not monitoring, on a test
basis, employee involvement to determine whether employees
are disqualifying themselves in cases when required, has
not provided a mechanism by which to evaluate whether the
system is preventing real or apparent conflicts of interest.

10
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Eximbank officials have agreed to spot check employee 'old-
ings against case assignuents in the future.,

Required financial disclosure statements could be ~ul-
lected in a more timely and complete manner and should be
reviewed more promptly. In 1975, 23, or 15, perceat of 149
statements reqguired to be filed on June 30 were filcd 6 to 7
months late, were inaccurately dated, or were not filed at
all. 1In additior, Eximbank officials did not review the
June 30, 1975, financial disclosure statements until Septem-
ber. Eximbank's new reguirement that al) transacrions be
reported to the Deputy General Counsel within 10 days, if
proper review procedures are followed, should reduce the pos-
sibility that employees could hold conflicting interests for
extended periods., Howevar, this requirement should not be
a substitute for prom-t rcview of the financial disclosure
statements themselves at June 30 or when a person is ap-
pointed to a position requiring filing. Eximbank officials
have planneé actions to provide complete collection and
timely review in the future.

For Eximbank procurement, we believe that use of Federal
Procurement Regulations provides sufficient guidance to ade-
quately protect Government interests. We found these guide-
lines generally followed in Eximbank procurement actions.

RECOMMENDATIONS

m_ imncove the effectiveness of the Eximbank financial
disclosur- 3ystem, we recommend that the President of Exim-
bank act to:

--Strengthen review procedures by (1) identifving all
employees who hold potentially conflicting interests,
(2) continuing to periodically reeuphasize the need
for disqualification on cases involving those compan-
ies, and (3) monitoring, on a test basis, the activi-
ties of employees who hald potentially conflicting
interests.

--Establish procedures for promptly collecting all re-
quired statements at June 30 an? at entrance on duty
into a position for which a st.itement is required.

--Provide for timely review arnd approval of financial

disclosure statements subm tted, evidenced by a re-
viewer's initials and the date of review.
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